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Michigan Dept. of Treasury, Local Audit & Finance Division
496 (3-98), Formerly L-3147

AUDITING PROCEDURES REPORT

Jssued under P.A. 2 of 1968, as amended. Filing is mandatory.

Local Government Type ;c?al Government Name County
(i

Lo v e Clvisge Clover |Ailfsdale. CodyBoacd af Rl Ublisl /rllsdale.
Audit Date Opinion Date Date Accountant Report Subpnitted to State:
G [30/0 3/ /o4 "3)d/os

We have audited the financial statements of this local unit of government and rendered an opinion on financial statements
prepared in accordance with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform
Reporting Format for Financial Statements for Counties and Local Units of Government in Michigan by the Michigan

Department of Treasury.
We affirm that:
1. We have complied with the Bulletin for the Audits of Local Units of Government in Michigan as revised.

2. We are certified public accountants registered to practice in Michigan.

We further affirm the following. "Yes" responses have been disclosed in the financial statements, including the notes, or in
the report of comments and recommendations

You must check the applicable box for each item below.
[:] yes E no 1. Cerfain component unitsfunds/agencies of the local unit are excluded from the financial statements.

04L: H-‘“SJGJC. C.'\'\[ qu is a. CorN’"'\zn‘l- uﬂi'\' ° ‘HLCt‘I’\/o'FFanJmk-

[ 1vyes E no 2. There are accumulated deficits in one or more of this units unreserved fund balances/retained
earnings (P.A. 275 of 1980).

[ ]yes @ no 3. There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of
1968, as amended).

[]yes B4 no 4. The local unit has violated the conditions of either an order issued under the Municipal Finance Act
or its requirements, or an order issued under the Emergency Municipal Loan Act.

[:] yes & no 5. The local unit holds deposits/investments which do not comply with statutory requirements. (P.A. 20
of 1943, as amended [MCL 129.91], or P.A. 55 of 1982, as amended [MCL 38.1132]).

|___| yes E no 6. The local unit has been delinquent in distributing tax revenues that were collected for another taxing
unit.

[ ]yes E no 7. The local unit has violated the Constitutional requirement (Article 9, Section 24) to fund current year
earned pension benefits (normal costs) in the current year. If the plan is more than 100% funded and
the overfunding credits are more than the normal cost requirement, no contributions are due (paid

during the year).

[]yes g no 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of
1995 (MCL 129.241).

D yes E no 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95).

We have enclosed the following: Enclosed FoTn?vgged Reg‘&tred
The letter of comments and recommendations. /

Reports on individual federal financial assistance programs (program audits). \/
Single Audit Reports (ASLGU). \/

Certified Public Accountant (Firm Name) \/\/.H‘S ‘LT ‘( P Q CPA
Ll uvaser , U, | Fa AN

State ZIP,

A 954 S_Spring Acbor oad ™ Taekson Ml | “4g204
Accountant Signature \ﬁ/ / ,5’( (éMZ:h/ , () /ﬂ /¢
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‘Independent Auditors’ Report

Board Members
Hillsdale Board of Public Utilities
Hillsdale, Michigan

We have audited the accompanying financial statements of the business-type activities and. each major
fund of the Hillsdale Board of Public Utilities, Enterprise Funds of the City of Hillsdale, Michigan, as of and
for the year ended June 30, 2004, which coliectively comprise the Board's basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the Hillsdale Board of
Public Utilities' management. Our responsibility is to express ‘opinions on these financial statements
based on our audit. :

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards. applicable to financial audits contained in Government Auditing Standards,
issued by the Comptrolier General of the United States. Those standards require that we plan and

- perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

As discussed in Note 1, the financial statements present only the Hillsdale Board of Public Utilities
Enterprise Funds and are not intended to present fairly the financial position of the City of Hillsdale, and
the changes in its financial position and cash flows of its proprietary fund types in conformity with
accounting principles generally accepted in the United States of America. -

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activities and each maijor fund of the Hillsdale Board of
Public Utilities as of June 30, 2004, and the respective changes in financial position and cash flows
thereof for the year then ended, in conformity with accounting principles generally accepted in the United
States of America. o : :

The Hillsdale Board of Public Utilities has not presented Management's Discussion and Analysis (MD&A)
as required supplementary information that the Governmental Accounting Standards Board has
determined is necessary to supplement, although not required to be, part of the financial statements. The
Hillsdale Board of Public Utilities has elected not to prepare such analysis, but encourages users of these
financial statements to read the MD&A contained in the annual financial report of the. City of Hillsdale for
the year ended June 30, 2004.

WILLIS & JURASEK" P.C. Phone Number: (517) 788-8660

2545 Spr}ng Arbor Road Fax Number: (517) 788-9872
POfit Offlce'B().x 39 i - E-mail: willis@willispc.com
Jackson, Michigan 49204-0039 o Web site: www.willispc.com
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Board Members
Hillsdale Board of Public Utilities

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively

comprise the Hillsdale Board of Public . Utilities basic financial statements. The accompanying

supplemental information, as identified in the table of contents, is presented for the purpose of additional

analysis and is not a required part of the basic financial statements. The current year supplemental

information has been subjected to the auditing procedures applied in the audit of the basic financial

statements, and, in our opinion, is fairly stated in all material respects, in relation to the basic financial -
statements taken as a whole. The supplemental information includes for comparative purposes, financial

statements as of June 30, 2003, which were audited by other auditors whose report dated August 27,

2003, expressed an unqualified opinion on those statements. ‘

In accordance with Government Auditing Standards, we have also issued a report dated August 4, 2004,
on our consideration of the Board’s internal control over financial reporting and on our tests of compliance
with certain provisions of laws, regulations, contracts, and grants. That report is an integral part of an
audit performed in accordance with Government Auditing Standards and should be read in conjunction -
with this report in considering the results of our audit. ‘ ‘

Withs & Jurasek, F.C.

Willis & Jurasek, P.C.

August 4, 2004
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Independent Auditors’ Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of Financial Statements -
Performed in Accordance with Government Auditing Standards

Board Members ;
Hillsdale Board of Public Utilities
Hillsdale, Michigan

We have audited the financial statements of the Hillsdale Board of Public Utilities as of and for the year
ended June 30, 2004, and have issued our report thereon dated August 4, 2004. We conducted our audit in

_ accordance with auditing standards generally accepted in the United States of America and the standards

applicable to financial audits contained in Government Auditing Standards, issued by the. Comptrolier
General of the United States. '

Compliance

As part of obtaining reasonable assurance about whether Hillsdale Board of Public Utilities financial
statements are free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grants, noncompliance with which could have a direct and material effect on
the determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance that are required to be reported under
Govemment Auditing Standards. However, we hoted certain immaterial instances of noncompliance that we
have reported to the board of directors of the Hillsdale Board of Public Utilities in a separate letter dated
August 4, 2004. ~ ‘

Internal Control Over Financial Reporting

in planning and performing our audit, we considered Hillsdale Board of Public Utilities' internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disciose all matters in the
internal control over financial reporting that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components does not reduce
to a relatively low level the risk that misstatements in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing. their assigned functions. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material weaknesses.

This report is intended for the information of management, federal awarding agencies and pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.

Witle & Jarasek, PC.

Willis & Jurasek, P.C.

August 4, 2004

Wi & JURASEK’ P.C. ; ' Phone Number: (517) 788-8660
2545 Spring Arbor Road , Fax Number: (517) 788-9872
Post Office Box 39 ‘ E-muail: willis@willispc.com

Jackson, Michigan 49204-0039 Web site: www.willispc.com




Hilisdale Board of Public Utilities
Statement of Net Assets
June 30, 2004

Total Business

Electric - Water Sewer  Type Activities
Assets
Current assets: ‘ ‘ , o
Cash and cash equivalents $ 1,092,866 % -$ 190,361 % 1,283,227
Receivables: ‘ , . '
Customer accounts, net of allowance .
for doubtful accounts of $120,000 998,672 69,780 84,106 1,152,558
Interest ; 9,778 2,875 5,099 17,752
~ Other - - - -
Due from other funds of BPU 14,507 - 1,019,112 1,033,618
Due from other funds of City S 7,796 - 63075 70,871
Inventories ' 639,349 93,103 - - . 5624 738,076
Prepaid expenses 74,682 16,192 26.713 117,587
Total current assets - 2.837.650 _ 181,950 1,394,090 4413690

Restricted and designated assets: ’ : , : -
Designated investments B 2,024,539 223,859 266,026 @ 2,514,424

Restricted investments , : - 600926 _ 560,633 1.161.559
Total restricted and designated assets . 2,024 539 824785 826,659 _ | 3,675,983
Capital assets: . : ‘ o : ,
Property, plant and equipment, at cost - 27,816,415 9,980,214 .12,998,609 50,795,238
Less: accumulated depreciation ' 15,693,740 __ 3,925,835 8484151 28,103,726
Total capital assets (net) 12,122,675 _ 6,054,379 4;5141458 22,691,512
Other assets: - ‘ ‘
Investmentin MS.CPA. ‘ 3.204.359 - - 3,204,359
Total éssets : | ‘ 20,189,223 ~ 7.061,114 6.735,207 33,985,544

See Notes to Financial Statements
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, Total Business
Electric Water Sewer  Type Activities

Liabilities ,
Current liabilities payable from current assets: : o . o
" Accounts payable , $ 38,303 $ 10,500 $ 25,365 $ 74,168
Accrued purchased power ' 725,851 - - 725,851
Due to other funds of BPU - 1,020,155 13,464 1,033,619
Due to City : 129,671 2,257 12,701 44,629
Customer deposits 10,224 1,080 - 11,304
Accrued liabilities: ‘ S :
Payroll taxes ‘ 15,340 - - 15,340
Other ‘ ; 53,233 - - 53.233
Total current liabilities : : ,
payable from current assets o 872,622 _ 1.033.992 _ 51,530 1,958,144
Current liabilities payable from restricted assets: - =
Bonds payable o : L - 235,000 140,000 375,000
Accrued interest ' - _ 40,720 6800 . 47,520
Total current liabilities ‘ : , : R
payable from restricted assets - 275720 146.800 422,520
Compensated absence’sv payable ) 81.251 30,749 31,926 __ 143,926
* Long-term debt, net of current maturities: ‘ ' ‘
Bonds payable . - 3,580.000 1,220,000 4,800,000
Total liabilities ‘ » . 953873 4,920,461 ' 1.450.256 7.324.590 -
Net Assets | , ‘ : , » '
Invested in capital assets, net of related debt 12,122,677 2,239,379 3,154,459 17,516,515
Restricted for debt service . - 600,925 560,633 1,161,558
Unrestricted (deficit) 7.112,673 (699.651) ___ 1,569,859 7.982.881

Total net assets $ 19235350 $ 2,140653 $ 5284951 $ 26660954 -
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Operating Revenue

Sales to customers:
Residential
Business

~ Commercial

‘Industry
Apartment

Street light sales

Other operating income

Total operating revenue

Operating Expenses
Purchased power
Production expense

“Transmission and distribution
Collection system expense
Treatment expense
Purification expense
Distribution expense
Administrative and general.

Total operating expenses

Operating Income

Non-operating Revenue (Expensé)

Interest income
Interest expense

Other non-operating income (expense) -

Total non-operating revenue (expense)

Change in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

See Notes to Financial Statements

Hillsdate Board of Public Utilities

Statement of Revenues, Expenses

~ and Changes in Net Assets
For the Year Ended June 30, 2004

, Total Business
Sewer

Electric ~  Water Type Activities

§ 3075211 § 454808 § 444044 § 3,974,063

957,840 123,538 . 115,750 1,197,128

2,325,427 194,147 199593 2,719,167

3,765,529 117,313 152,612  4,035454

- 215,664 214,467 430,131

34,197 - - 34,197

31.141 3,265 22,853 57.259

10480345 __ 1,108735 ___ 1,149,319 __ 12,447.399

7,445,141 - . 7445141

948,546 63,012 . 1,011,558

935,666 - - 935,666

- . 204,281 204,281

- - 588,623 588,623

- 205,026 - 205,026

- 304,850 - 304,850

884,882 222,606 197,636 1305124

10,214,235 795494 990,540 __ 12,000,269

(24.890) 313,241 158,779 447,130

29,010 9,870 10,404 49,284

. (165,657) (29,225) - (194,882)

66,155 18,702 (1.987) 82,870

95,165 (137.085) ____ (20,808) (62.728)

70,275 176,156 137,971 384,402
19,165.075

1.964,497

5,146,980 26,276,552

$ 19235350 $ 2140653 $ 5,284,951 3 26,660,‘954‘
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Hillsdale Board of Public Utilities
Statement of Cash Flows
For the Year Ended June 30, 2004

Cash Flows from Operating Activities -

Business-Type Activities - Enterprise Funds

Water

~ Electric.

Cash received from customers, residents and users - $10,098,040

Other operating receipts
Cash paid to employees and suppliers

Net cash provided by operating activities

. Cash Flows from Capital and Related

Financing Activities
Bond payments on capital debt
Interest payments on capital debt
Purchase of capital assets, net

Net cash used by capital and related
financing activities

Cash Flows from Investing Activities
Proceeds from sale of investments
" Purchase of investments ‘ ‘
Other non-operating income received
Other non-operating expenses
Interest income received

Net cash provided by investing activities
Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities
Operating income : ,
Adjustments to reconcile operating income
to net cash provided by operating activities
Depreciation
(Increase) decrease in:
Receivables
Due from other funds
Inventories
Prepaids
Investment in M.S.C.P.A.
Increase (decrease) in:
Accounts payable
Accrued expenses
Due to other funds
Customer deposits

Net Cash Provided by Operating Activitieé

See Notes to Financial Statements

Sewer  Total

$1,107,436 $ 796,463 $12,001,939

31,141 3,265 22,853 57,259
(9,855229) _ (320,305) _ (704617) _(10,880,151)
273,952 790,396 114,699 1,179,047

- (225,000)  (135,000) (360,000).

- (168,434) (29,800) (198,334)
(987,194)  (515,216) _ (204,340) _ (1,706,750)
(987,194) _ - (908,650) __ (369,240) (2,265,084)
300,000 114,851 80,000 494,851
(64,341) (21,735) (26,598) (112,674)
99,133 12,098 18,727 129,958
34,868 13,040 10,195 58,103
369,660 118,254 82,324 570,238
(343,582) - (172,217) (515,799)
1,436,448 - 382,578 1,799,026
$ 1,092,866 $ - $ 190,361 $ 1,283,227
$ (24.890) $ 313,241 $ 158,779 $ 447,130
646,756 188,260 272,416 1,107,432

© (49,564) 4,008 (4,117)  (49,673)
(16,082) - (325,886) (341,968)
4,601 (16,119) 581 (10,937)
(19,766) (4,352) (4.294) (28,412)
(16,050) - - © (16,050)
(244,681) (26,546) (11,653) (262,880).
(25,443) 4,760 2,708 (17,975)
29,671 329,186 26,165 385,022
(10,600) (2,042) - (12,642)

$ 273,952 $ 1,179,047

$ 790,396 § 114,699




|

B |

-~

B B

—

B D R B

|

i

Hillsdale Board of Public Utilities
Notes to ,Financiat Statements

Note 1 — Summary of Significant Accoimting Policies

The financial statements 6f the Hillsdale Board of Public Utilities (BPU) have been prepared in conformity -
with- accounting principles generally accepted in the United States of America (GAAP), as applicable to
governmental units. The Governmental Accounting Standards Board (GASB) is the accepted standard-

setting body for establishing governmental accounting  and financial reporting principles. The more

significant of the government’s accounting policies are described below.
Reporting Entity

The Hillsdale Board of Public Utilities (the BPU) provides electric, water and sewage disposal services to
residents of the City of Hillsdale (the City) and nearby townships, as recorded in three separate  enterprise
funds. Policy is set and operations are directed by a five-member Board. ‘ ‘

Me'asurement‘ Focus and Basis of Aceouhting

The BPU uses funds to report on its financial position and the results of its operations. Fund accounting is
designed to demonstrate legal compliance and to aid financial management by segregating transactions
related to certain government functions or activities. A fund is a separate accounting entity with a self-
balancing set of accounts. ‘ - ‘

The operations of the BPU are accounted for as Enterprise Funds of the City of Hillsdale, Michigan, which
are designed to be self-supporting. Enterprise Funds are used to account for operations (a) that are
financed and operated in @ manner similar to private business enterprises, where the intent of the governing
body is that the cost of providing goods or services to the general public on a continuing basis be financed or
recovered primarily through user charges; or (b) where. the governing body has decided that periodic
determination of revenues earned, expenses incurred, and the resuiting net income is appropriate for capital
maintenance, public policy, management control, accountability, or other purposes.

The BPU ‘reports the following major proprietary funds::
Electric — This fund accounts for the activities of the BPU’s electric generation and distribution systems.

Water — This fund accounts for the activities of the BPU’'s water production, purification and distribution
systems. ‘

Sewer — This fund accounts for the activities of the BPU's sewer collection and treatment systems.

The accounting and financial reporting treatment applied to a fund is determined by its measurement focus.
All enterprise funds are accounted for on a flow of economic resources measurement focus. With this
measurement focus, all assets and all liabilities associated with the operation of these funds are included on -
the balance sheet. Proprietary fund-type operating statements present increases (i.e., revenues) and

- decreases (i.e., expenses) in net total assets.

The accrual basis of accounting is utilized by enterprisé funds. Under this method, revenues are recorded
when earned and expenses are recorded at the time liabilities are incurred.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally
are followed in proprietary fund financial statements to the extent that those standards.do not conflict with or
contradict guidance of the Governmental Accounting Standards Board. Governments also have the option
of the following subsequent private-sector guidance of their business-type activities and enterprise funds,
subject to this same limitation. The government has elected not to follow subsequent private-sector
guidance. ‘ o :
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Hillsdale Board of Public Utilities
Notes to Financial Statements

Note 1 - Summary of Significant Accounting Policies (Continued)

| Fund Accounting/Basis of Accounting (Cohtinued)

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods in
connection with a proprietary fund's principal engoing operations. The principal operating revenues of the
BPU enterprise funds are charges to customers for sales and services. The BPU also recognizes as
operating revenue the portion of fees intended to record the cost of connéecting new customers to the system.
Operating expenses for enterprise funds include the cost of sales and services, administrative expenses, and
depreciation on capital assets. All revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses. - L o ‘

Cash, Cash Equivalents and Investments

Cash and cash equivalents include cash on hand, demand deposits and certificates of deposits with original
maturities of three months or less from the date of acquisition. . ' '

State statutes authorize the BPU to invest surplus funds as follows:

. Bonds, securities, other obligations and repurchase agreements of the United States, or an agency of
instrumentality of the United States; ' ‘

. Certificates of deposit, savings accounfs, deposit accounts or depository feceipts of a qualified financial
institution; o . . , :

e - Commercial paper rated at the time of 'purchase within the two' highest classifications established by not
" less than two standard rating services and that matures not more than 270 days after the date of
- purchase; , ~ :

. Bankers' acceptances of United States banks;

«  Obligations of the State of Michigan and its political subdivisions that, at the time of purchase, are rated
as investment grade by at least one standard rating service; s o

e Mutual funds registered under the Investment Compahy Act of 1940 with the authority to purchase only

investment vehicles that are legal for direct investment by a public corporation; and .

. External investment pools as authorized by Pju-blic Act 20 as ahended through December 31, 1997.
Investments are stated at fair value. | |
Short-term interfund Receivables/Payables | ,

During the course of operations, numeréus transactions occur between individual fuﬁds for goods provided.

or services rendered. These receivables and payables are classified as “due from other funds” or “due to
other funds” on the balance sheet. ' ‘ :
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Hillsdale Board of Public Utilities
~Notes to Financial Statements

Note 1 — Summary of significant Accounting Policies (Continued)

Receivables

Al receivables are reported at their net value. They are reduced, where appropriate, by the estimated portion
that is expected to be uncollectible.

Inventories and Prepaid ltems

Inventories are valued at cost, which approximates market, using the average cost method. = Certain
payments to vendors reflect costs applicable to future fiscal years and are recorded as prepaid items.

Capital Assets

Capital assets which include land and buildings, plant vehicles and equrpment and infrastructure assets
(e.g., pipes, poles, wire, transformers, and similar items) are reported in the business-type activities column in
the government-wide financial statements. Capital assets are defined by the government as assets with an
initial, individual cost of more than $5,000 and an estimated useful life in excess of two years. Such assets
are recorded at historical cost or estimated historical cost if purchased or constructed. Donated capltal assets
are recorded at estimated fair market value at the date of donatron

The costs of normal marntenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized. ;

Major oUtIays for capital assets and-improvernents are capitalized when projects are completed.

Property, plant, and equrpment of the BPU is depreciated using the stralght-hne method over the following
estimated useful lives:

Assets ‘ Yearg
Buildings and improvements , 50
Production and distribution equipment _ - 10-65
Vehicles : 10

- Office and computer equipment 5-10

Net Assets

‘Certam proceeds of enterprise fund revenue bonds, as- well as certain resources set ‘aside for their

repayment, are classnﬂed as restricted assets on the balance sheet because their use is limited by applicable
bond covenants. Restricted net assets segregate resources ' accumulated for debt service payments
Desugnatrons of net assets represent tentative management plans that are subject to. change

Interfund Transactions

Quasi-external transactions are accounted for as revenues.-or expenses. Transactions that constitute
reimbursements to a fund for expenses initially made from it that are property applicable to another fund, are
recorded as expenses in the reimbursing fund and as reductions of expenses in the fund that is reimbursed.



Hillsdale Board of Public Utilities.
Notes to Financial Statements

Note 1 — Summary of Significant Accounting Policies (Continued)

Use of Estimates

The process of preparing financial statements in conformity with accounting principles generally accepted in
the United States of America requires the use of estimates and assumptions regarding certain types of
assets, liabilities, revenues, and expenditures. Such estimates primarily relate. to unsettled transactions and
‘events as of the date of the financial statements. Accordingly, upon settiement, actual results may differ from
estimated amounts. :

Pension Plan Funding

The BPU poilicy is to fund pension costs as they accrue.

Compensated Absences

Accumulated unpaid vacation, sick, and personal days are accrued when earned.

Note 2 — Deposits and Investments

A summary of deposits and investments at year-end is as follows:

Bank deposits (checking accounts,

savings accounts and CDs) $1,282,627
Investments - 3,675,983
Cash on hand ] 600
$4.950.210

The deposits of the BPU were reflected in the accounts of financial institutions at $1,244,783, of which
$147,200 is covered by federal depository insurance. :

Investments are categorized into these three categories of'credit risk:

M

AN

@)

Insured or registered, or securities held by the government or its agent in the government's name.

Uninsured and unregistered, with securities held by the counterparty's trust department or agent in the
government’s name. : A

Uninsured and unregistered, with securities held by the counterparty, or by its trust department or agent
but not in the government’s name. '

At year end, the BPU investment balances. were as follows:

Amount , " Risk Category
Certificates of deposit : $ 199,447
Mutual and cash ‘ o .
management funds ‘ ‘ 455,934 Uncategorized as to risk
U.S. government securities . 3,020,602 2
$3.675.983
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Hiilsdale Board of Public Utilities
Notes to Financial Statements

Note 3 — Capital Assets

Capital ‘as'sét activity of the year ended was as follows:

, Disposals
Beginning o and Ending
, Balance Additions Adjustments Balance
Business-type activities: ~ :
Capital assets not being depreciated: ‘
Land ‘ $ 17467 § - $ - $ 17,467
Construction in progress 1,381,673 235,672 732,926 884,419
Total capital assets not being , . , v , , ; ‘
depreciated 1,399,140 235672 732,926 ‘ 901,886
Capital assets being depreciated: . . : '
~ Plant and systems 47,993,843 2,235,672 336,163 49,893,352
Accumulated depreciation: : . : | :
Plant and systems 27,300,789 1,107,432 304,495 28,103,726
Total capital assets being

depreciated, net _ , 20,693,054 1,128,240 31,668 21,789,626

Business-type acfivities capital

assets — net $22,002194 $1363912 - $_764.504 52_2&9,_1_LQ

Depreciation expense was charged to operating expenses as follows:

Electric Fund $ 646,756
Water Fund © 188,260
Sewage Disposal Fund 272,416

$.1.107.432

Note 4 - Investment in Michigan South Central Power Agency

The Michigan South Central Power Agency (M.S.C.P.A) was organized in 1978 under the authority of
Michigan Public Act 448 of 1976, to supply electricity to member municipalities in South Central Michigan. The
Act provides that the agency will establish rates and charges to produce revenues sufficient to cover its costs,
but may not operate for profit, except for the benefit of the public. The agency is governed by a Board of
Commissioners which is comprised of one representative from each participating municipality and the general
manager of the agency. o

Participating municipalities and their respective shares of ownership are as follows:

Percent
of
Ownership.

City of Coldwater 40.0%
City of Hillsdale ' - 255
City of Marshall ' 24.0
Village of Clinton : 6.5
Village of Union City ‘ _40

' 100.0%
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Hillsdale Board of Public Utilities
Notes to Financial Statements

Note 4 - Investment in Michigan South Central Power Agency (Continued)

The Hillsdale Board of Public Utilities is accounting for its investment in M.S.C.P.A. as a joint venture in
accordance with Governmental Accounting Standards Board Statement No. 14. Information presented
below is taken from financial statements of the M.S.C.P.A. for the year. ended June 30, 2004, audited by
other auditors, whose report’ dated August 12, 2004, expressed an unqualified opinion on those
statements. o

The BPU has entered into a Power Sales Contract with M.S.C.P.A. which requires the BPU to purchase
all of its bulk power supply from M.S.C.P.A. and to pay its share of M.S.C.P.A’s operating and debt
service costs. The BPU has also entered into an agreement for ‘services to be provided by the
M.S.C.P.A. in respect to substation facilities and an agreement which requires the BPU to sell to
M.S.C.P.A. power generated by its facilities. ’

The summary information of the BPU investment in the M.S.C.P.A. for the year ended June 30, 2004 is
as follows: : o '

Hillsdale

Total BPU
M.S.C.P.A. - Portion 25.5%
Total assets | $ 85,109,361 . $21,702,887
Total liabilities | 72,543,249 | 18.498,528
Net Assets « 512566412 $.3.204359
Operating revenues , $ 36,757,645 $ 9,373.199
Operating expenses ' 28,941,742 7,380,144
Operating Income | 7,815,903 1,993,055
Other income and expe‘nses (7,752,964) (1,977,005}
Changes in Net Assets 62,939 16,050
Net Assets, Beginning of Year 12,503,173 3,188,309
$.12.566.112 $_3.204.350

Net Assets, End of Year
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Hillsdale Board of Public Utilities:
Notes to Financial Statements

Note 5 - Long-Term Debt

Long-term liabilities for the BPU's three enterprise funds for the year ended June 30, 2004, are as follows:

Beginning .
Balance _Additions
Business-type activities:
.Revenue bonds:
1994 Water - § 225000 § -
1999 Water 2,155,000 -
2002 Water
. Refunding . 1,660,000 -
1992 Sewer 1,495,000 -
; ‘ 5,535,000 -
Compensated , ~
“absences S 139,506 4,420
Total '$5674506 $____ 4420

- Revenue bonds consist of the following:
Water Fund

Unrefunded portion.of 1994 Revenue Bonds -
maturing $115,000 in 2005, plus interest
from 5.45% to 5.60%

1999 Revenue Bonds — maturing $100,000
to $185,000 annually, plus interest from
4.75% to 5.10% through October 1, 2018

2002 Water Revenue Refunding Bonds - maturing
$20,000 to $190,000 annually, plus interest -
“ from 3.00% to 4.00% through October 1, 2014

Sewer Fund

1992 Revenue Bonds -~ Michigan Municipal _
Bond Authority Revolving Loan Fund payable,
maturing $140,000 to $165,000 annually,

(plus interest at 2.00%) through April, 2013

10

; - Ending
Reductions Balance
$ 110,000 § 115,00
95,000 2,060,000
120,000 1,640,000
135000  _1,360.000
360,000 5,175,000
4 - __143,926
$.360,000 $5318.926
$ 115,000
2,060,000
1,640,000 -
© 73,815,000
1,360,000
$.5,175.000

Due
Within One
Year

$ 115,000
100,000

. 20,000

140,000
375,000

$.375.000
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Hillsdale Board of Public Utilities
Notes to Financial Statements

Note 5 - Long-Term Debt (Continued)

Annual debt service requirements to matUrity on the above goverhmental bond obligations are as follows:

Water ___Sewer
Principal Interest Total Prmmga! In;eresg __Total
2005 $ 235000 §$ 156,985 $ 391,985 140,000. $ 27,200 $ 167,200
2006 . 245,000 146,496 391,496 140,000 24,400 164,400
2007 250,000 137,189 387,189 - 145,000 ~ 21,6000 166,600
2008 260,000 - 127,614 387,614 150,000 ~ 18,700 168,700
2009 270,000 117,696 387,696 150,000 15,700 165,700
2010-2014 1,515,000 416,349 1,931,349 -~ 635000 = 32, 100 667,100
- 2015-2019 1,040,000 115333 1,165,333

Total  $3.815000 $.1.217.662 &QZﬁz $4M $4§2.L.!2 u.sgg,_@

the 6 - Employee Retirement System
Plan Description

The BPU, in conjunction with the City of Hillsdale, participates in an agent multiple-employer defined
benefit public employee retirement system governed by the State of Michigan,- entitted Municipal
Employees Retirement System (MERS). Information regarding this plan can be found in the City of
Hilisdale annual finaricial statements. : ,

Note 7 - Risk Management

The BPU is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets,
errors and omissions, injuries to employees and natural disasters. ~ The BPU carries commercial
insurance to cover risks of losses. The BPU settled claims resuiting from these risks dld not exceed the
amount of insurance coverage in any of the past three fiscal years .

Note 8- Interfund Receivables and Payables

The composition of interfund balances at year-end is as follows:

Due To/From Other Funds of BPU: Receivables . Payables
Electric $ 14507 $ - -
Water _, - . 1,020,155
Sewer ‘ 1,019,112 = __13.464

' $_1.033619  $1033619

Due To/From Other Funds of City: - Receivables Payables
‘Electric , . $ 7,79 $ 29,671
Water _ ~ ce 2,257
Sewer ' 63,075 12,701

$__ 70871 $__44,629

The BPU reports interfund balances between many of its funds. The sum of all balances presented in the tables above

‘agrees with the sum of interfund balances presented in the statements of net assets/balance sheet for the business-
~ type activities. These interfund balances resulted primarily from the time lag between the dates that (1) interfund goods

and services are provided or reimbursable expenditures occur, '(2) transactions are recorded in the accountmg systemn,

- and (3) payments between funds are made.

11
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Hillsdale Board of Public Utilities
Electric Fund
Statements of Net Assets
June 30, 2004 and 2003

Assets
Current assets:

Cash and cash equivalents

Receivables (net of allowance for uncollectibles):
Customer accounts
Interest :
Due from other funds of BPU
Due from City

inventories ‘

Prepaid expenses

Total current assets

Restricted and designated assets:
Designated investments

Total restricted and designated assets
Capital assets:
Property, plant and equipment, at cost
Less: accumulated depreciation

Total capital assets

Other assets:
Investment in M.S.C.P.A.

Total assets

12.

2004 2003

$ 1,002,866 3 1,436,448
998,672 949,108

9,778 15,637

14,507 -

7,796 6,221

639,349 643,950
74,682 54,916
2.837.650 3,106,280

2,024,539
2,024,539

27,816,415

15,693,740

12,122,675

3.204.359

— 2293176

2,293.176

27,046,103

15,263,866

11,782,237

3,188,309

20,189,223 20,370,002

L«.J

e 1 1
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Liabilities

Current liabilities payable from current assets:

.Accounts payable
Accrued purchased power
Due to City
Customer deposits
Accrued liabilities:

Payroll taxes

Other

Total current liabilities

Compensated absences

Total liabilities

Net Assets
Invested in capital assets, net of related debt
Unrestricted

Total net assets

2004 2003
$  38303% 282,984
725,851 765,187
29,671 -
10,224 20,824
15,340 15,367

53,233 _ 36,265

872,622 1,120,627

81.251 84,299

AN

953,873 1,204,926

12,122,677 11,782,237
7.112.673 7,382,839

$ 192353508 19.165,076
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Statements of Revenues, Expenses

For the Years Ended June 30, 2004 and 2003

* Operating Revenue

Sales to customers:
Residential .
.Business
Commercial
Industry
Street light sales
Other operating income

Total operating revenue
Operating Expenses
Purchased power
Production expense
Transmission and distribution
Administrative and general
Total oberating expenses
Operating Income (Lo'ss)ff
Non-operating Revenue (Expense)
Interest income
Other non-operating income (expense)
Total non-operating revenue (expense)

Change in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

Hillsdale Board of Public Utilities
Electric Fund

and Changes in Net Assets

13

2004 2003
$ 3075211 § 3,034,653
957,840 934,375
2,325,427 2,247,887
3,765,529 4,366,020 -
34,197 32,709
31,141 42,381

10,189,345 __ 10.658.025

7,445,141 6,674,819

' 948,546 945,082
935,666 889,141
884,882 894,682

10214235 9,403,724
(24.890) 1,254,301
29,010 83,349
66.155 76.804
95,165 160,153
70,275 1,414,454
19,165,075 17,750,622

$_19.235350 $ 19,165,076
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Purchased power
Purchased power
Power cost adjustmient
,Gain on investment in MSCPA

Total purchased power
Production expense
Depreciation
Engine fuels
Production operation

Production maintenance

“Total production expense

Distribution operation

" Distribution maintenance

Hillsdale Board of Public Utilities
Electric Fund '
Schedules of Operating Expenses
For the Years Ended June 30, 2004 and 2003

" Transmission and distribution expense
~ Depreciation

Total transmission and distribution expense

Administrative and general expense

Payment in lieu of tax
‘Depreciation
Customer accounts expense

Customer service and information expense

Sales expense
Administration operation
Administration maintenance

Total administrative and general expense

14

2004 2003

§ 8991221 § 9,209,079
(1,530,030)  (1,369,074)
16,050) ___(1.165.186)

$ 7445141 3 6674819

$ 265,887 $

271,141

72,158 167,385
396,855 366,280
213,646 140,276

' § 048546 $ 945082

$ 2872271 § 271,810
287,517 254,047
922 363,284

$§ 935666 § 889,141

$ 306,704 $

323,933

93,642 75,679
78,160 119,726
27,443 27,295
359 519
374,856 342,109
3718 5,421

$ 884882 § 894682



Hillsdale Board of Public Utilities

Assets _
Current assets:
Accounts receivable
Interest receivable
Inventory
Prepaid expenses

Total current assets
Restricted and designated assets:
Designated investments
Restricted investments
Total restricted and designated assets
Capital assets:
Property, plant and equipment, at cost .
Less: accumulated depreciation

‘Total capital assets

Total asséts

Water Fund
Statements of Net Assets
June 30, 2004 and 2003

15

2004 2003
$ 69780 $ 73788
2,875 6,045
93,103 76,984
16,192 11,840
181,950 168,657
223,859 320,480
600,926 590,817
824,785 911,297
9,980,214 9,499,604

(3.925.835) (3.772,181)

5,727,423

6.054,379

7.061,114

6,807.377
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Liabilities o
Current liabilities payable from current assets:
Accounts payable '
Due to other funds of BPU
Due to City
Customer deposits

-Total current liabilities payable from current assets
Current liabilities payable from restricted assets:
Bonds payable
Accrued interest
Total current liabilities payable from restricted assets

Compensatéd absences payable

Long-term debt, net of current maturities:
Bonds payable

Total liabilities
Net Assets : ,
Invested in capital assets, net of related debt
Restricted for debt service

Unrestricted (deficit)

Total net assets

2004 2003
$ 10,500 $§ 37,046
1,020,155 693,226
2,257 .
1,080 3,122
1,033,992 733,304
235,000 225,000
40,720 43,497
275.720 268,497
30,749 25989
3580,000 ___3,815.000
4920461 __ 4.842.880
2,239,379 1,687,423
600,925 322,320
(699.651) (45,246)

$ 2140653 $ 1964497



Hillsdale Board of Public Utilities
Water Fund
Statements of Revenues, Expenses
and Changes in Net Assets
For the Years Ended June 30,2004 and 2003
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, Operating Revenue

Sales to customers:

2004 2003

Residential $ 454808 $ 427,511
Business 123,538 110,965
Commercial . 194,147 168,295
Industry 117,313 103,662
Apartment 215,664 206,616
Other operating income 3,265 7,540

Total operating revenue '

Operating Expenses

1,108,735 __ 1,024,589

Production expense 163,012 46,474
Purification expense 205,026 185,967
Distribution expense 304,850 311,345

Administrative and general

Total non-operating revenue (éxpen‘se)
Chaynge in Net Assets
Net Assets, Beginning of Year

Net ’Assets, End of Year

16

222,606 192,499

Total operating expenses 795,494 736,285
 Operating Income (Loss) 313,241 288,304
Non-operating Revenue (Expénse)
Interest income 9,870 28,532
Interest expense ‘ (165,657) . (223,423)
Other non-operating income (expense) 18,702 _ _ (14,756)

(137.085) (209.647)

176,156 78,657

1,964,497 1,885,840

$ 2140653 $ 1964497
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Production expense
Depreciation
Production operation
Production maintenance

Total production expense

Purification expense
Depreciation
Chemical expense
Purification operation
Purification maintenance

Total purification expense

Distribution expense
Depreciation -
Distribution operation
Distribution maintenance

Hillsdale Board of Public Utilities
Water Fund
Schedules of Operating Expenses -

For the Years Ended June 30, 2004 and 2003 |

Total transmission and distribution expense

Payment in lieu of tax
Depreciation
- Customer accounts expense

Adlﬁ'inistrative and general expense

Customer service and information expense

Sales expense
Administration operation
Administration maintenance

Total administrative and general expense

17

2004 2003

$ 7,505 § 7,445
31,717 29,829
23,700 _ 9,200

$ 63012 $ 46,474
'$ 58038% 58043
36,485 30,927

90,720 84,724
19,783 12,273

$ _ 205026$ 185967
$ 116516 $ 100,490
94,089 96,808
94245 114,047

$ 304,850 $ 311,345
- $ 29,150 § 24,257
' 6,111 860
42 657 46,787

9,304 - 10,230

115 94

133,919 108,401

1,350 1,870

$ 222606 $ 192,499
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Water Fund

Schedule of Bonded Debt

June 30, 2004

Revenue Refunding Bonds - Series 2002

Hilisdale Board kof Public‘ Utiﬁties

Date Rate Principal Interest Total

October 1, 2004 3.000% $ 20000 $ 28004 $ 48,004

April 1, 2005 ‘ o o 27,704 27,704

October 1, 2005 3.000% ' 140,000 27,704 167,704

April 1, 2006 25,604 25,604

October 1, 2006 3.000% 140,000 25,604 165,604

April 1, 2007 “ , 23,504 23,504

October 1, 2007 3.000% 150,000 . 23,504 173,504

April 1, 2008 ‘ 21,254 21,254

October 1, 2008 3.000% 155,000 21,254 176,254

April 1, 2009 S 18,929 18,929

October 1, 2009 3.200% . 155,000 18,929 173,929

April 1, 2010 ‘ ' : 16,449 16,449

October 1, 2010 3.450% 160,000 16,449 176,449

April 1, 2011 : 13,689 13,689

October 1, 2011 3.550% 170,000 13,689 183,689

April 1, 2012 o 10,672 10,672

October 1, 2012 3.625%. 175,000 10,672 185,672

| Aprit1,2013 - 7,500 - 7500
- October 1, 2013 4.000% 185,000 7,500 192,500 -
| Aprit 1, 2014 : - 3,800 3800
October 1, 2014 4.000% 190,000 3,800 193,800 :
, ~ Totals ' , $ 1,640,000 '$ 366,214 $ 2,006,214 :
o o 18 - - o
W
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Hillsdale Board of Public Utilities

Water Fund
Schedule of Bonded Debt
June 30, 2004

Unrefunded portion of Revenue Bo,n‘ds - Series 1994

‘Date . Rate Principal

. Total

October 1, 2004 , .5.60% $ 115,000

" Interest

$ 3220

$

118,220

Totals .~ -$ 115,000

$ 3220

$

'118,220

19
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, Water Fund
Schedule of Bonded Debt -
June 30, 2004
Revenue Bonds - Series 1999
Date Rate Principal Interest Total
~ October 1, 2004 4.750% $ 100,000 $ 50216 $ 150,216
April 1, 2005 , 47,841 47,841
October 1, 2005 4.750% 105,000 47,841 152,841
April 1, 2006 , 45,347 . 45,347
October 1, 2006 4.750% 110,000 45,347 155,347
April 1, 2007 o - 42,734 42,734
- October 1, 2007 4.750% 110,000 42,734 152,734
April 1, 2008 o 40,122 40,122
‘October 1, 2008 4.750% 115,000 40,122 165,122
April 1, 2009 ' ‘ 37,391 37,391
October 1, 2009 4.750% 120,000 37,391 157,391
April 1, 2010 1 , , 34,541 34,541
October 1, 2010 . 4.750% 130,000 34,541 164,541
April 1, 2011 o : . 31453 31,453
October 1, 2011 4.750% ~ 135,000 31,453 166,453
" Aprit 1,2012 ' 28,247 28,247
October 1, 2012 4.800% 140,000 28,247 -168,247
April 1, 2013 ' . ‘ - 24,887 24,887
October 1, 2013 4.875% 145,000 24,887 169,887
April 1, 2014 . 21,353 o 21,3683
, October 1, 2014 4.900% 155,000 21,353 176,353
. April 1, 2015 , 17,555 17,555
- QOctober 1, 2015 5.000% 160,000 17,555 - 177,555 |
April 1, 2016 . ' 13,555 .- 13,555
October 1, 2016 . - 5.050% 170,000 13,555 - 183,555
. April 1, 2017 R i 9,262 9,262
. October 1, 2017 5.050% 180,000 - 9,262 189,262
April 1, 2018 ‘ , , 4,718 4,718
October 1, 2018 5.100% 185,000 4,718 189,718
Totals $ 2,060,000 $ 848228 $ 2,908,228
20



Hillsdale Board of Public Utilities

Assets

Current assets:
Cash and cash equivalents
Accounts receivable
Interest receivable
Due from other funds of BPU.
Due from City
Inventory
Prepaid expenses

Total current assets
Restricted and designated assets: -
Designated investments
Restricted investments
Total restricted and designated assets
Capital assets: ‘ ‘
Property, plant and equipment, at cost
Less: accumulated depreciation

Total capital assets

Total assets

Sewer Fund
Statements of Net Assets
June 30, 2004 and 2003

21

2004 2003

$  190,361$ 362578

84,106 79,989
5,099 4,890
1,019,112 693,226
63,075 63,075
5,624 6,205

26,713 _ - 22.419

1,394,000 232,382

266,026 344,054
560.633 556,721

826.659 900,775

12,998,609 12,811,277
8.484.151 8.228.743

4514458 4,582,534

6.735.207 6.715.691
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Liabilities
Current liabilities payable from current assets:
Accounts payable
Due to other funds of BPU
Due to City
Accrued liabilities

Total current liabilities payable from current assets
Current liabilities payable from restricted assets:
Bonds payable '
Accrued interest
Total current liabilities payable from restricted assets

Compensated absences payable

Long-term debt, net of current maturities:
Bonds payable

Total liabilities
Net Assets _
Invested in capital assets, net of related debt
Restricted for debt service

Unrestricted (deficit)

Total net assets

2004 . 2003

8 25,365 $ 37,018
13,464 i

12,701 .

51530 _ 37,018

140,000 135,000

6800 7475

146,800 142.475

31,926 29218

1,220,000 1,360.000

1,450,256 1,568,711

3,154,459 3,087,534

560,633 = 414246
| 1,569,859 1,645.200
$ 5284951% 5146980



Hilisdale Board of Public Utilities
Sewer Fund
Statements of Revenues, Expenses
and Changes in Net Assets ‘
For the Years Ended June 30, 2004 and 2003

B

@r 2004 -~ 2003
Operating Revenue
: Sales to customers; ' , ; - .
r Residential ' _ ‘ $ 444,044 3 469,417
| Business | | o | . 115,750 117,519
Commercial , , ' .199,593 200,152
f * Industry : \ ’ 4 152,612 150,231
Apartment ; 21 4,467 220,273
r Other operating income ' 22,853 26,634
N Total operating revenue - _ 1,149319 ___ 1.184.226
r Operating Expenses ‘ ‘ ‘
Sewer collection system expense ~ ' ‘ 204,281 136,259
r Treatment expense _ ) 588,623 - 560,883
i Administrative and general , 197,636 176.756
!“ Total operating expenses. v o ‘ 990,540 _ 873,898
) Operating Income : ' ~ ‘ 158,779 310.328
r ~ Non-operating Revenue (Expense) » ;
, Interest income : 10,404 46,704
r Interest expense | , | , (29,225) (31,925)
Other non-operating income (expense) ' ‘ ‘ (1.987) 4,053
r Total non;operating revenue (expense) ' ‘ ' (20808) 18,832
‘Change in Net Assets : - , 137,971 329,160
r Net Assets, Beginning of Year | ; 5,146,980 4,817,820
r © NetAssets, End of Year - | 8 5284951 §_ 5146980
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Hillsdale Board of Public Utilities
Sewer Fund
Schedules of Operating Expenses
For the Years Ended June 30, 2004 and 2003

.

r N 2004 2003
- Sewer collection system expense
Depreciation : o ; $ 46698 46,226
Collection operation ' , ‘ . , 45,490 21,607
Collection maintenance ' ( . , 112,093 68.426
Total sewer collection system expense : $ ‘ 204,281 § 136,259
Treatment expense
Depreciation $ 219,607 § 206,454
Chemical expense : . 7,469 8,502
Treatment operation _ S ' 264,606 . 253,044
. Treatment maintenance . 96.941 92.883
Total treatment expense ~ ' _ : $ 588623 %. 560,883
Administrative and general expens :
Payment in lieu of tax ‘ T $ 33,855 % 35,666
Depreciation - 6,111 2,926
Customer accounts expense 33,395 33,839
Customer service and information expense ’ : 9,209 10,040
Sales expense _ 115 M4
Administration operation : o 113,602 92,335
Administration maintenance ‘ 1349 1.856
Total administrative and general expense ' $ 1976368 176,756




r , | " Hillsdale Board of Public Utilities

, Sewer Fund

.- Schedule of Bonded Debt

June 30, 2004
Michigan Municipal Bond Authority - March 26, 1992

r | |

\‘ Date ’ Rate Principal Interest Total

r ‘October 1, 2004 N $ 13600 $ 13,600

‘ April 1, 2005 - 2.00% $ 140,000 13,600 153,600

A October 1, 2005 ‘ ‘ - 12200 12,200

r April 1, 2006 2.00% 140,000 12,200 152,200

t October 1, 2006 ‘ ' 10,800 10,800
April 1, 2007 2.00% 145,000 10,800 155,800

r October 1, 2007 ‘ ; ' 9,350 9,350

{ April 1, 2008 2.00% 150,000 9,350 159,350
October 1, 2008 7,850 7,850
April 1, 2009 2.00% 150,000 7,850 157,850
October 1, 2009 : -+ 6,350 6,350
April 1, 2010 200% = 155,000 6,350 - 161,350
October 1, 2010 4,800 4,800
April 1, 2011 . 2.00% 155,000 4,800 169,800
October 1, 2011 ' 3,250 © 3,250
April 1, 2012 2.00% 160,000 - 3,250 163,250
October 1, 2012 ‘ : ' . 1,650 1,650
April 1, 2013- ' ‘ 2.00% - 165,000 1,650 166,650

Totals $ 1,360,000 $ 139,700 = $ 1,499,700




. September 9, 2004

Board Members ‘
Hitlisdale Board of Public Utilities
Hillsdale, Michigan

We have audited the financial statements of the Hillsdale Board of Public Utilities (the BPU) for the year

- ended June 30, 2004, and have issued our report thereon dated August 4, 2004. In planning and
performing our audit of the general-purpose financial statements of the BPU, we considered its internal
control in order to determine our auditing procedures for the purpose of expressing our opinion on the
general-purpose financial statements and not to provide assurance on the intemal control.

The Management of the BPU is responsible for establishing and maintaining effective internal control. In
fulfilling this responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal control. The objectives of internal control are to provide the Board with
a reasonable but not absolute assurance that assets are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with the Board's authorization and recorded
properly to permit the preparation of financial statements in accordance with generally accepted accounting
principles.

Because of the inherent limitations in any system of internal control, errors and irregularities ‘may
nevertheless occur and not be détected. Also, projection of any evaluation of the system to future periods is
subject to the risk that procedures may become inadequate because of changes in conditions or that the
degree of compliance with the procedures may deteriorate. '

B LR PO

Our study and evaluations made for the limited purpose described in the first paragraph would not
necessarily disclose all material weaknesses in the system. Accordingly, we do not express an opinion of
the system of internal accounting control of the BPU taken as a whole. However, our study and evaluation -
disclosed no conditions that we believe to be a material weakness.

Professional standards require that we provide you with the following information related to our audit.

Our Resgonsibility under Generally Accepted Auditing Standards

As stated in our engagement proposal, our responsibility, as described by professional standards, is to
plan and perform our audit to obtain reasonable, but not absolute, assurance that the financial statements
are free of material misstatement and are fairly presented in accordance with accounting principles
generally accepted in the United States of America. Because an audit is designed to provide reasonable,
but not absolute assurance and because we did not perform a detailed examination of all transactions,
there is a risk that material errors, fraud, or illegal acts may exist and not be detected by us.

As part of our audit, we considered the internal control of the BPU. Such considerations were solely for
the purpose of determining our audit procedures and not to provide any .assurance concerning such
internal control. ‘ :

WILLIS & JURASEK, P.C.
‘Phone Number: (517) 788-8660

2545 Spring Arbor Road ' Fax Number: (517) 788-9872

Post Office Box 39 I o
Jackson, Michigan 49204-0039 E-mail: willis@willispc.com
: Web site: www.willispe.com
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Our Responsibility under Generally Accepted Auditing Standards {Continued)

As part of obtaining reasonable assurance about whether the financial statements are free of material
misstatement, we performed tests of the BPU's compliance with certain provisions of laws, regulations,
contracts, and grants. However, the objective of our tests was not to provide an opinion on compliance
with such provisions. ‘ : : ' :

Significant Accounting Policies

Management has the responsibility for selection and use of appropriate accounting policies. In
accordance with the terms of our engagement, we will advise. management about the appropriateness of
accounting policies and their application. The significant accounting policies used by the BPU are
described in Note 1 to the financial statements. No new accounting policies were adopted and no other
applications of existing policies were changed during the current year. We noted no transactions entered
~ into by the BPU during the year that were both significant and unusual, and of which, under professional
standards, we are required to inform you, or transactions for which there is a tack of authoritative
guidance or consensus. : : ' :

Accounting Estimates

Accounting estimates are an integral part of the financial statements prepared by management and are
based on management's knowledge and experience about past and current events and assumptions
about future events. Certain accounting estimates are particularly sensitive because of their significance
to the financial statements and because of the possibility that future events affecting them may differ
significantly from those expected. There were no material estimates recorded in the current year. -

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction of
the financial statements that, in our judgment, may not have been detected except through our auditing
procedures. An audit adjustment may or may not indicate matters that could have a significant effect on

“the BPU's financial reporting process (that is, cause future financial statements .to be materially
misstated). There were no significant audit adjustments recorded at year-end. ‘ ‘

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter
that could be significant to the financial statements or the auditor's report. We are pleased to report that
no such disagreements arose during the course of our audit. o o ' ~

Consultati‘ons with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a “second opinion” on certain situations. If a consultation involves application
of an accounting principle to the governmental unit’s financial statements or a determination of the type of
auditor's opinion that may be expressed on those statements, our professional standards require the

consulting accountant to check with us to determine that the consultant has all the relevant facts. To our
knowledge, there were no such c'onsul_;ations with other accountants. »
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‘Issues Discussed Prior to Retention of lndegendent Auditors

We generally discuss a variety of matters including the application of accounting principles and auditing
standards, with management each year prior to retention as the BPU's auditors. However, these
discussions occurred in the normal course of our profess:onal relatlonshup and our responses were not a
condition to our retention. ;

Difficulties Encountered in Pgrforming the Audit

We encountered no significant difficulties in dealing with management in performing our audit.
Comment and Recommendations
We found no signiﬁcant issues that warrant comment or recommendation for change.

This information is mtended solely for the use of the BPU Board and management of the BPU and is not
intended to be and should not be used by anyone other than these specified parties.

We would like to thank the BPU and its staff for the cooperatlon extended to us during our audit and
would be happy to discuss any of the comments in detail if you so desire.

Sincerely,

Wik~ Quinel, P.C.

Willis & Jurasek, P.C.






